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DEPARTMENT OF DEFENSE PERSPECTIVES ON FINAN-
CIAL IMPROVEMENT AND AUDIT READINESS EFFORTS 

HOUSE OF REPRESENTATIVES, 
COMMITTEE ON ARMED SERVICES, 

Washington, DC, Tuesday, January 24, 2012. 
The committee met, pursuant to call, at 10:34 a.m. in room 2118, 

Rayburn House Office Building, Hon. Howard P. ‘‘Buck’’ McKeon 
(chairman of the committee) presiding. 

OPENING STATEMENT OF HON. HOWARD P. ‘‘BUCK’’ MCKEON, 
A REPRESENTATIVE FROM CALIFORNIA, CHAIRMAN, COM-
MITTEE ON ARMED SERVICES 
The CHAIRMAN. I would like to welcome everyone to today’s hear-

ing on the ‘‘Department of Defense Perspectives on Financial Im-
provement and Audit Readiness Efforts.’’ We just heard from Rep-
resentative Mike Conaway, the chairman of our Defense Financial 
Management and Auditability Reform Panel, who briefed the com-
mittee on the panel’s findings and recommendations contained in 
the panel’s final report. 

He is our subject matter expert so I will not restate what he just 
said. Unfortunately our other subject matter expert, Rob Andrews, 
could not join us here today, but we are pleased to have our brief-
ing be followed by today’s hearing so that the committee might also 
receive the Department’s perspectives on the report and its ongoing 
financial management reform efforts. 

I would like to thank the Department’s witnesses that are here 
today as well as those who have testified in previous panel hear-
ings. 

The Department’s willingness to make time to testify in the 
many early morning hearings conducted by the panel is a testa-
ment to its commitment to achieving financial management reform. 
With that said, as pointed out in the panel’s report there is much 
work to be done for DOD [Department of Defense] to reach its fi-
nancial improvement and audit readiness goals. But with the bil-
lions of dollars in budget cuts facing the Department and the need 
to have reliable information in order to make the tough decisions, 
DOD must take the necessary actions to overcome the challenges 
it faces. 

The committee stands ready to support DOD in this effort and 
is interested in receiving feedback on the panel’s work to assist us 
in our oversight on this very important effort. We have with us 
here today the Honorable Robert F. Hale, Under Secretary of De-
fense (Comptroller) of the Department and the Honorable Elizabeth 
A. McGrath, Deputy Chief Management Officer of the Department 
of Defense. Let me conclude by saying two more things. Given the 
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change in defense strategy recently announced by the President 
and the significant budget cuts the Department has to implement, 
starting this year, all of us are anxious to learn more about the 
specific changes contained in the fiscal year 2013 budget request. 

We will have that opportunity next month, but although we are 
joined today by Secretary Hale, I recognize that he is not at liberty 
to discuss these issues in advance of the President’s release of the 
budget. Thank you again for joining us, nevertheless. 

Lastly, following what must have been a difficult decision to re-
sign from office, I want to wish our colleague, Representative 
Gabrielle Giffords, our very best in her recovery and make sure she 
knows that she will be missed. 

She was a leader on this committee and a tireless advocate for 
our men and women in uniform. I know our last conversation in 
December during the—what do we call that when we all—the lame 
duck session at the end of the last Congress—a nightmare, yes— 
she came up to me on the floor and requested that as early as pos-
sible, as a committee, we visit Fort Huachuca in her district, which 
was very important to her. I am sorry that we haven’t made that 
trip yet, but I think it is something that we should schedule as a 
trip to one of the bases that we have been trying to do. 

And when we do, we should invite her if she is able, to accom-
pany us on that visit. I know leaving public service and the con-
stituents she has worked so hard for cannot have been an easy de-
cision. She will continue to be in our thoughts and prayers as we 
move forward on our work in this committee. 

Mr. Smith. 
[The prepared statement of Mr. McKeon can be found in the Ap-

pendix on page 27.] 

STATEMENT OF HON. ADAM SMITH, A REPRESENTATIVE FROM 
WASHINGTON, RANKING MEMBER, COMMITTEE ON ARMED 
SERVICES 

Mr. SMITH. Thank you, Mr. Chairman. I appreciate those com-
ments, and I certainly want to echo them. Gabby will be very much 
missed from this Congress and particularly from this committee. 
She worked tirelessly, as we all know on, gosh just about every 
conceivable issue that was before us; and worked with many dif-
ferent members—Democrat and Republican alike—on the issues 
that were important to her district and the issues that were impor-
tant to the country. I have had the opportunity to visit Fort 
Huachuca on a couple of occasions and Davis-Monthan Air Force 
Base as well and they absolutely love her out there. 

They know that she is working hard on their behalf and has 
done a fabulous job representing that district in Arizona. I think 
the encouraging thing is how much her physical condition has im-
proved over the course of the last year. I think what she was mind-
ful of, is that this is a, you know, a 2- to 3-year recovery period 
from this type of injury. She is going to continue to get better. But 
she needs to focus on that and focus on her health. And I think 
also the understanding was, you know, that there is a way to rep-
resent a district. It is the way she has represented it for her entire 
career, 100 percent and with just full on energy. 
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And if she couldn’t do that, she didn’t think it was fair to the 
people of her district to continue in that capacity. And I greatly ad-
mire that decision, even as I am very personally disappointed by 
it because we would love to have her back on this committee. But 
I think it is also important for everyone to remember what she said 
and in that announcement and has said since, this is an interrup-
tion, not an end. She wants to be back into public service in some 
capacity or another. Focused on her health right now, but as she 
said more than once, she will be back. 

And we all look forward to her continuing in public service in 
any of a number of different possible capacities; great serving with 
her. Who knows, hopefully we may have that opportunity again at 
some point, and I thank the chairman for his kind words and ap-
preciate Gabby’s service on this committee during her time in Con-
gress. 

I had made opening remarks earlier about the auditing process— 
don’t have anything further to say on that. I look forward to our 
witnesses’ testimony, and I thank the chairman for holding this 
hearing and for his work on this important issue. I yield back. 

The CHAIRMAN. Thank you. 
Mr. Hale. 

STATEMENT OF HON. ROBERT F. HALE, UNDER SECRETARY 
OF DEFENSE (COMPTROLLER), U.S. DEPARTMENT OF DE-
FENSE 

Secretary HALE. Well, thank you, Mr. Chairman and members of 
the committee. Thank you for your interest in financial manage-
ment at the Department of Defense. And we especially want to 
thank Chairman Conaway and his ranking associate, Congressman 
Andrews, and the members of the Defense Financial Management 
and Auditability Reform Panel for their support. 

And let me say, everybody in the Department of Defense will 
miss Congresswoman Giffords. She was an able supporter of the 
Department, and we certainly wish her the best. 

Ms. McGrath and I submitted a statement for the record that 
contains our reaction to the panel’s recent report. 

[The joint prepared statement of Secretary Hale and Ms. 
McGrath can be found in the Appendix on page 29.] 

Secretary HALE. It also describes our overall approach to 
auditability. We will now deliver a joint oral statement that sum-
marizes the key points. Let me start with the panel report. Most 
importantly, we find the panel’s report balanced and constructive. 
It recognizes the progress we have made in overcoming historic im-
pediments to audit readiness, and we are pleased that the report 
endorses our financial improvement and audit readiness, or FIAR 
[Financial Improvement and Audit Readiness] strategy, which is to 
focus first on the information DOD most uses to manage the De-
partment, especially budgetary information and the accounts and 
locations of our assets. 

The panel did identify five areas where action is still needed, and 
we would like to comment briefly on each of those. First, the panel 
concluded that we need sustained leadership. We fully agree with 
that. Today, we have the support from the Secretary himself, from 
the Deputy Secretary, and from many other key leaders in the De-
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partment. But while we have strong senior leader support now, we 
know this support must be sustained as leaders change. 

Our goal is to build up momentum so that this current FIAR ef-
fort will continue, and we are building that momentum by estab-
lishing a clear governance structure. We have that in place. Setting 
aside dedicated resources. We have in our future years defense 
plan money in each of the years in each of the departments, and 
money to help each of the defense agencies, and identifying short 
term and long term goals, which we have done. We also expect and 
welcome congressional oversight, which should help to sustain mo-
mentum. 

A second factor identified by the panel involves the DOD Finan-
cial Management workforce. Our professionals are capably sup-
porting key missions around the world. I am very proud of them. 
They are in Afghanistan. They are in all the hot spots as well as 
so many other places. But the business environment is changing 
and we need to change our training to match. 

In the short term we are achieving practical training in audit 
readiness by using independent public accountants who have great 
expertise in this area. For the longer term, we are implementing 
a course-based certification program to ensure that financial man-
agers have the skill and experience in key areas, including finan-
cial statement audits. 

We appreciate congressional support for this program in the fis-
cal year 2012 Authorization Act. You provide us legal authority to 
put it in place. And we are working aggressively to get the certifi-
cation program started. I had a briefing on it yesterday. We expect 
to have pilots in place by the end of the calendar year. 

The third factor identified by the panel involves enterprise re-
source planning systems. This is a key area, and let me ask my col-
league, Ms. McGrath, to address this important topic. 

STATEMENT OF HON. ELIZABETH A. MCGRATH, DEPUTY 
CHIEF MANAGEMENT OFFICER, U.S. DEPARTMENT OF DE-
FENSE 

Ms. MCGRATH. Mr. Chairman, other members of the committee, 
I too appreciate the opportunity to discuss the panel’s report with 
you today and echo Mr. Hale’s heartfelt thanks to Congressman 
Conaway and Mr. Andrews, for their focused attention to this im-
portant topic. 

As the panel in the report notes, effective implementation of en-
terprise resource planning, or ERP systems, will not enable 
auditability by itself, but it will help to achieve the modern busi-
ness environment needed to meet and sustain our goal of audit 
readiness. Both the panel and GAO [Government Accountability 
Office] recognize that the Department has improved the way we ac-
quire and implement ERPs over the past 2 years. That said, they 
also believe that we can and need to do even better. The Depart-
ment agrees. 

We also agree with the panel that it is important to closely link 
our ERP efforts to audit readiness. To this end, we are employing 
a number of tools to establish and maintain the linkage. For exam-
ple, we are tying business outcomes, including auditability to ac-
quisition milestones, and requiring individual programs to define 
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what specific role they play in achieving those business outcomes. 
We have done this recently with both the Army and Navy’s finan-
cial systems, the General Fund Enterprise Business System and 
the Navy Enterprise Resource Planning system, and the Army’s lo-
gistic system, the Global Combat Support System. 

We also share the same view as the panel with regard to the im-
portance of overcoming challenges in acquiring ERPs, specifically 
in requirements definition and testing. To this end, we issued 
streamlined policy for the acquisition of business I.T. [Information 
Technology] systems that emphasize rigorous analyses of capability 
gaps, summarizing them as a problem statement, focusing also on 
incremental delivery of capability in 18 to 24 months, and using a 
business case and a program charter to streamline documentation. 

Additionally, to help better define and stabilize requirements for 
our acquisition programs, we are driving better application of busi-
ness process re-engineering, especially as a precursor to the acqui-
sition of a business system or a capability. We are grateful that the 
panel’s report emphasizes one of our toughest challenges, dealings 
with the problems inherent in implementing ERPs in a legacy envi-
ronment. 

The report rightly cites the difficulties associated with data con-
version. Complications arise when the quality of the legacy data is 
not equal to what is required by a modern ERP system, and the 
need in some cases is to institute multiple interfaces to legacy sys-
tems. Our goal is to significantly reduce and/or eliminate as many 
interfaces as possible. 

We are working aggressively to sunset our legacy systems wher-
ever and whenever appropriate. The Navy ERP is a great example 
of how the implementation of a ERP can lead to the retirement of 
legacy systems. The system provides an integrated business man-
agement capability that modernizes, streamlines and standardizes 
how the Navy manages people, programs, money, equipment and 
supplies. 

It has enabled inventory reduction, real-time visibility of assets, 
resources and inventory, and improved financial controls. It has ap-
proximately 66,000 users worldwide managing approximately $62 
billion. And it also has enabled the retirement of 27 legacy systems 
to date, with 69 more schedule to be retired by 2016. 

Furthermore, we appreciate Congress’ recent change to our Busi-
ness Systems Investment Review Board process, specifically Sec-
tion 901 of the Fiscal Year 2012 National Defense Authorization 
Act, which enables visibility of the entire business portfolio, not 
just the modernization efforts. This will greatly assist our efforts 
to rationalize the legacy environment. 

In closing, I thank the panel for its work and carefully consid-
ered recommendations. I would also like to thank the committee for 
its continued attention for both auditability and the DOD’s broader 
business operations. 

This concludes my statement. I look forward to your questions. 
[The joint prepared statement of Ms. McGrath and Secretary 

Hale can be found in the Appendix on page 29.] 
Secretary HALE. Let me pick up with a couple other points, and 

then we will get to all of your questions. 
And thank you, Beth. 
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Important as they are, improved financial systems by themselves 
aren’t going to get us to auditable financial statements. We also 
need improved financial reporting controls. And that is a fourth 
concern expressed by the panel. Controls are a key to audit success, 
but sometimes we find that ours are inadequate, sometimes they 
are too variable across commands, or they are not adequately docu-
mented. 

To address this problem, the services are enlisting help from 
their service audit agencies, their internal auditors. The audit 
agencies have people who are qualified to assess management con-
trols and make sound recommendations. We also need the support 
of field commanders who can ensure that management control im-
provements actually occur. And we are seeking that support. 

Better internal controls should help with improper payments. 
Our improper payment rates are actually lower than most civilian 
agencies, as measured as a share of our budget, even though those 
agencies have clean opinions. But we need to do more and we are 
taking the steps to lower improper payments even further. The 
same is true for unmatched disbursements and Anti-Deficiency Act 
Violations. 

And fifth on the panel’s list, we are taking actions to institu-
tionalize these various improvements, and to raise awareness of 
the audit efforts in nonfinancial areas. We have a strategic man-
agement plan that clearly incorporates this initiative. The Sec-
retary’s directive on auditability issued last October certainly 
helped raise awareness. It has also created new goals for us. 

The Secretary wants us to cut in half the time that we will spend 
getting our budget statement ready, the statement of budgetary re-
sources for general funds. Specifically, he wants that statement be 
audit-ready by 2014, and he wants us to take other steps to in-
crease audit readiness. We are carrying out Secretary Panetta’s di-
rection. An overview of our accelerated plan was submitted to the 
Secretary in December, and he approved it. 

We are now developing the details where needed to ensure that 
we can execute the new plan and that we have a way to hold peo-
ple accountable. We will be prepared to brief your staffs in March 
on the details and will provide more comprehensive information in 
the May version of the FIAR report. 

Let me conclude by addressing our overall audit efforts. Our goal 
is to have all DOD financial statements audit-ready by 2017. 

The key to achieving our 2017 goal is building a foundation. To 
do that, we need to carry out things we are doing right now, our 
current priorities, achieve auditable budget statements, and counts, 
and locations of assets. That foundation will greatly help us as we 
work toward asset valuation, which is the other major step that we 
have to carry out by 2017. 

We also need to sustain effort in this area, and in that regard, 
there is one area where we could use your help. In the past year, 
we have had no fewer than four threats of a Government shut-
down. It required enormous planning efforts. We were on a 6- 
month continuing resolution, also required a great deal of manage-
ment attention. 

Now the prospect of sequester is hanging over us. This uncer-
tainty has drained valuable time and leadership attention for many 
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initiatives, including our commitment to audit readiness. Congress 
could help us a great deal by returning to a more orderly budget 
process. 

Especially with regard to business processes, the Department of 
Defense is, if you will, more like an aircraft carrier than a speed-
boat. It doesn’t change quickly. But we are building a foundation 
for auditability and we have created considerable momentum. 

And, aircraft carriers, once again, started, also don’t stop quickly. 
And because we are building a foundation and creating momentum, 
I am reasonably confident that we can meet our goal to have all 
DOD financial statements audit-ready by 2017. 

Mr. Chairman, on the end, as I started—by expressing apprecia-
tion for the committee’s interest in this topic and appreciation for 
the panel’s suggestion and its recognition of our progress. That con-
cludes our statement. We welcome your questions. 

The CHAIRMAN. Thank you very much for your report and for 
your testimony. 

I know you can’t go into specifics of the upcoming budget request, 
but one of the critical factors for success in meeting your financial 
management and audit reform goals will be the availability of re-
sources. 

Do you have confidence that the fiscal year 2013 budget request 
will continue to provide resources required to meet your accelerated 
audit readiness goals? I know you just mentioned things that we 
could do to help, like returning to regular order. 

Some of our Members may be wearing buttons today, listing 
1,000 days since the Senate has passed a budget. It makes it very 
difficult to return to regular order when we pass the budget on our 
side, but are not able to get the Senate to function properly under 
regular order. So maybe it would be good if you get the opportunity 
to testify over there, you can make the same request of them. 

I know we will be striving to get our budget passed and do it 
through regular order on our side here, and hopefully we will be 
able to get that done. I know we were told that the Secretary—they 
were going to give us the budget, and they have had to move it 
back for a week. But we have been able to adjust our schedule to 
keep on schedule, to get our work done. We will try to do your re-
quest. 

I know a lot of people think that this will be a pretty much polit-
ical year and will probably end up the year in another continuing 
resolution that is unfortunate. I hope that is not the case. And I 
hope we are able to return to regular order and we will be trying— 
if we could get all Congress to function the way our committee 
does, that would be a big step forward. 

Anyway, if you can think of anything that we could do that we 
are not doing in regard to specific amounts that you need to make 
sure that you have the resources you need, be happy to hear them 
if you have any specifics other than what you already mentioned 
to us. 

Secretary HALE. Mr. Chairman, I think we are going to be okay 
on resources. I will not go into specifics. It helps to have Secretary 
Panetta’s support. It probably doesn’t hurt to have the Comptrol-
ler’s support. So I think we are going to be okay in terms of the 
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budget resources. It is not on my worry list. Sustained leadership 
is, but that is not. So I think we are okay. 

The CHAIRMAN. Very good. Thank you. 
Mr. Smith. 
Mr. SMITH. Thank you, Mr. Chairman. First of all, I want to 

point up something you said near the end of your testimony and 
that is the, you know, four times when you were uncertain exactly 
how the money was going to be coming to you this year, the four 
threats of a Government shutdown. 

I don’t think there is a proper understanding in this body, or 
even nationally, the devastating impact that has on the ability of 
the Government, certainly DOD, having such a large budget. And 
that is the one that I am most intimately familiar with. 

I remember meeting with folks over at the Pentagon as they 
were trying to figure out what they were going to do, which pro-
grams they could continue, where they could find the money to con-
tinue them, which ones were going to have to be suspended. 

And I know out there in the private contractor world, they didn’t 
hire people. They had a program. They knew it was supposed to 
be funded, but then maybe it wasn’t going to be funded. So they 
had to ramp up. They were planning on hiring people to get ready 
to do this, but they didn’t know if it was going to happen, so they 
couldn’t hire them. 

It is devastating when this body is unable to pass the normal ap-
propriations and authorizing bills in some sort of regular order. We 
tend to think, here in the last couple of years, that that is just 
what happens. We can’t get an agreement, so we do a C.R. [Con-
tinuing Resolution] and then maybe the C.R., you know, leads to 
a threatened shutdown and, well, that is just the way things go. 

It is horrific in terms of its impact upon the ability of the Gov-
ernment to do its job; and again, not just DOD. 

And while we are out there wrestling with constituents who are 
deeply dissatisfied with Government, its ability to do its job by 
whatever definition they have, understand that we are just crip-
pling that by not being able to give all the departments some pre-
dictability about when they are going to get their money, whatever 
that amount of money is. 

So I just wanted to place an extra little exclamation point on 
that. And, you know, I know this committee, you know, we passed 
our bill in May, waited for 6 months for the Senate to pass it. So 
I will say I think this committee did its job. But collectively as Con-
gress, we need to do our job to enable you to do this. 

And then I just have two questions. One, to just sort of frame 
this, I mean, it has been said in the press that, you know, the Pen-
tagon doesn’t know where it is spending its money because it can’t 
audit properly. I think a lot of people don’t know what that means 
in sort of concrete terms. 

What is it that the Pentagon is unable to do, and how does that 
translate into the notion of knowing where you spend your money? 
Could you explain that a little bit in terms of just where the prob-
lem is at, the sort of what it is and what it isn’t? 

Secretary HALE. Well, I will try. First off, in—— 
Mr. SMITH. I am sorry. The microphone is sort of off to your side 

there, if you could get that over, that is great. 
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Secretary HALE. Better? 
Mr. SMITH. Yes. 
Secretary HALE. I will try. First off, I am fully committed to 

auditable statements for a variety of reasons, but the most impor-
tant reason is we need to reassure the public and the Congress 
that we are good stewards of their funds and will never do it unless 
we can pass an audit. So I have committed a lot of effort to that. 

That said, I believe that when it comes to knowing where we 
spend our money by appropriation, the way you appropriate it to 
us, we do have accurate information. Our systems are designed to 
do that. They do it pretty well. 

And I would offer, as corroboration, the absence of problems. We 
do about 140 million accounting transactions a year in DOD. If we 
were off even by 1 percent, that would be more than a million in-
correct transactions. You would see regular mispayments to con-
tractors. And we have a few, but not many. 

You would see regular mispayments to people or improper pay-
ments to personnel are a couple tenths of a percent, and they usu-
ally go away quickly. You would see unmatched disbursements in 
a wholesale basis. We are not seeing any of that. So I am confident 
that the data is reasonably accurate, but so we need to dem-
onstrate that through an audit, and I am fully committed to doing 
it. 

Mr. SMITH. In layman’s terms, then—and I am not an account-
ant—what does it mean that you can’t do an audit? 

Secretary HALE. Well, let me try that. I do that with some humil-
ity, with Mr. Conaway here as a CPA [certified public accountant], 
because I am not. But basically an auditor wants to see for every 
entry in your budget statement—let me focus on that—they want 
to see an invoice. They want to see a receiving report that said you 
got the goods. They want to see a contract that matches the price 
and the invoice. 

And we do with 140 million transactions a year. We can’t quickly 
generate all that documentation in a manner that satisfies audi-
tors. One of the big things the Enterprise Resource Planning sys-
tems will do for us is keep that information, particularly the receiv-
ing reports and the invoices in a manner that is electronically ac-
cessible. 

Right now, you have to go out to the bases in some case. They 
prowl through your files, find that invoice, and there are thousands 
of them when they sample. We can’t do it quickly enough. We can’t 
balance—at a transaction level, with our Treasury account—the so- 
called funds balance with Treasury, which is required. And we 
should be able to do it. 

So we can’t reassure you, and we need to do that. But the ab-
sence of fundamental problems, it leaves me convinced that the 
basic data we are presenting to you when we show you the budget 
in a couple of weeks are accurate. 

Mr. SMITH. Okay. I had another question, but I will hold off on 
that, and yield back. Thank you. 

The CHAIRMAN. Thank you. 
Mr. Bartlett. 
Mr. BARTLETT. That is testimony to our inability to adequately 

communicate with our constituents the average constituent be-
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lieves that if we just didn’t have any earmarks—and now we 
don’t—that if we cut out foreign aid and if we cut out waste, fraud 
and abuse, we probably could have balanced the budget. 

I am not sure we are going to cut out foreign aid, but they would 
certainly like us to cut out waste, fraud and abuse. And they have 
the perception that unless we can audit what we are doing, there 
is little chance that we are going to be able to cut out waste, fraud 
and abuse. 

Can you, in a couple of minutes here, so we have a statement for 
the record, tell our constituents why it is so difficult for DOD to 
keep records that can be auditable? And then could you provide us 
a little one-pager that we can send to our constituents who wonder 
why half of the money in our discretionary spending cannot be au-
dited? 

Secretary HALE. Well, Mr. Bartlett, I will offer you an answer 
but not an excuse. We need to do this. And we need to move to do 
it quickly. 

The reason is, at least partly, goes to the answer I just gave Mr. 
Smith, we don’t have systems in place right now that allow us to 
quickly get the information that an auditor requires. As I said, 
they want an invoice, they want a receiving report, they want a 
contract. With 140 million transactions a year—and maybe 10,000– 
20,000 sampled transactions by an auditor, you have to have that 
in an automated form because they want it in a couple of weeks. 
And we don’t have that right now. We also don’t have internal con-
trols that are adequate. I will give you a couple examples to try to 
make that a little more clear. 

We went to some of our bases when the Marine Corps had its 
budgetary statement under audit, and the auditors found that we 
had not taken off people who had left the base. We had not taken 
them off access to our financial systems. They say, ‘‘Wait a minute. 
I mean, that is a fraud potential.’’ That is pretty easy blocking and 
tackling, but we have got to get it done across the Department. 

We also do something called bulk obligations of military per-
sonnel dollars. We obligate them broadly for, say, a whole com-
mand. This is efficient for us, saves us time. The auditors don’t find 
that acceptable. They want to be able to track it back to the indi-
vidual and be sure, you know, Sergeant Bob Hale really is a ser-
geant and is getting paid properly. So we have to change our busi-
nesses practices to avoid bulk obligations, or at least have the de-
tail that they want. 

Translating that for the American people, we will take a shot. 
But it is pretty technical stuff. It is just we got to get it done and 
we need to reassure you and the public that we are good stewards. 
And as I said before, I don’t think we will ever do that unless we 
can pass what every viable company in America has to do and pass 
an audit. 

If I have time, I will tell you a brief story. It was in 1994. I had 
taken over as the Air Force financial manager and I was trying to 
do audit then and I didn’t get too far. I was talking to my wife 
about why our statements weren’t auditable. 

And first off, she is not an accountant, so I had to try to explain 
what audit meant. And I did that. And then she stopped me and 
she said, ‘‘Well Bob, if your statements aren’t auditable, how do 
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you know people aren’t stealing from you?’’ Financial statement au-
dits aren’t really designed to detect fraud. That is not what they 
are designed to do. 

But I started to explain that and I just stopped and realized we 
aren’t ever going to convince the American public we are good 
stewards until we do this. So we are trying. And I would like to 
be getting there faster, but I think we have made a fair amount 
of progress. And I will try for the one-pager. 

Mr. BARTLETT. Can you give us a little one-pager in layman’s 
language that they will understand of why it is so difficult? 

[The information referred to can be found in the Appendix on 
page 43.] 

Secretary HALE. I will try. 
Mr. BARTLETT. Thank you. 
Thank you, Mr. Chairman. 
The CHAIRMAN. Thank you. 
Mrs. Davis. 
Mrs. DAVIS. Thank you, Mr. Chairman. 
I would just ask you to follow up really on the question that I 

asked Mr. Conaway about how you move this in a way that the 
need for auditability becomes part of the culture in a way that 
the—and he mentioned the evaluations, and that is part of the re-
port that they put forward and how important that is to senior 
leadership and what goes down the line. 

But how do you tell people that this is really going to change? 
And I guess the other question that I have to ask myself is was 
this not in place before? What is changing? 

Secretary HALE. Well, let me go to your first question. How do 
you do it? Tone at the top really helps. Secretary Panetta’s endorse-
ment of this has been of enormous advantage. I view it as a golden 
opportunity. I am looking how I can leverage that. And I think he 
is convinced that this is important, and that is beginning to cir-
culate through the system. 

We need to get this from being a comptroller issue to a com-
mander’s issue. It is the commanders that can make these changes 
that have to happen. I think that is starting to happen, but we 
haven’t gotten there yet. We are doing a meeting I hope this after-
noon with the Deputy’s Management Action Group. We will have 
all the vice chiefs there. And one of the questions we are going to 
ask them is how do we do better at getting this to be a com-
mander’s issue. 

As you heard Mr. Conaway say, we have asked that the perform-
ance plans for every member of the senior executive service who 
has any significant involvement with audit, their performance 
plans specify that this is one of the things that they have to do. 
That ties to bonuses. And so it is a step in the right direction. 

We have to do all of that and more. Why haven’t we done it be-
fore? I would just have to say that management attention has been 
variable. We haven’t sustained it. And we are big and we are fight-
ing wars and all the reasons or excuses that you hear, but we just 
have to sustain the attention and make this happen. 

Mrs. DAVIS. Do you see a role for the personnel committee, as 
Mr. Conaway stated, to make certain that there is an acknowledg-
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ment, and participation by all those involved, all the stakeholders 
involved in this? 

Secretary HALE. So as I have said to Mr. Conaway, political ap-
pointees don’t usually ask for hearings. However, I think it is ap-
propriate that there be ongoing hearings. I will let you decide 
where that will be. I won’t specify the organization. 

But I think it is appropriate to have some ongoing oversight, per-
haps particularly during the change of administration. And no mat-
ter what happens in the election, there will be change in senior 
leaders. That is just inevitable. 

So I think it would be appropriate perhaps particularly during 
that period to have oversight hearings. And if you wanted to ask 
in your personnel role whether the members of the senior executive 
service at each department have this in there, I would welcome 
that. I think you will hear yes because we work carefully with the 
departments, but I think it would be a good question to ask. 

Mrs. DAVIS. Ms. McGrath, did you have anything you would like 
to add? 

Ms. MCGRATH. I would echo Mr. Hale’s comments about the— 
you know, this has to come outside of just the comptroller commu-
nity. And so we have embedded every functional area into the gov-
ernance process of the Financial Improvement Audit Readiness. It 
is more than just he and I at the table and the accountants. It is 
everybody. We are cascading those into the performance plans, 
holding those members accountable. 

And we are also tying, as I mentioned in my statement, the im-
plementation of the various systems. These are logisticians now 
paying attention to audit as part of an acquisition decision. What 
business outcomes are we trying to achieve? Not only the logistics 
aspects, but also the audit piece so they are not separate. So I 
think we are taking a much more integrated approach to achieving 
collective business outcomes, as opposed to specific functional out-
comes. And I think all of that has been very helpful. 

Mrs. DAVIS. Okay. 
Thank you, Mr. Chairman. 
The CHAIRMAN. Thank you. 
Mr. Conaway. 
Mr. CONAWAY. Thank you, Mr. Chairman. Mr. Hale and Ms. 

McGrath, on the Panetta 60-day review of the 2014 statement of 
budgetary resources acceleration, can you give us kind of where we 
are right now? We are a little more than 90 days past that deal. 
Can you give us a sense of where that is going? 

Secretary HALE. I can. First off, procedurally, we gave the Sec-
retary 2 days before it was due a summary of the plan. He has ap-
proved it. We are now moving and well along with getting details, 
dates and who is responsible. 

Some of that will get reviewed at what I hope will be this meet-
ing this afternoon with our Chief Management Officer, Dr. Carter. 
And Ms. McGrath and I will be there for that. But let me try to 
be helpful. And at some point we need to share more details with 
you. I understand that. Let me try to be helpful and try to tell you 
where we are kind of by department. 

The Marine Corps is in the best shape. There is a statement of 
budgetary resources actually under audit. I have got my fingers 
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crossed for a positive opinion. We will know by March, but we have 
learned a lot and they are clearly a lot better off. Your 8,000—400 
analogy you used in terms of hours I think is characteristic. So 
they are furthest ahead. I am not too worried about them. 

The Naval Service is in pretty good shape. They had intended to 
assert audit readiness on the statement of budgetary resources by 
2014. They just have to do it. I don’t want to understate the impor-
tant of that. 

The Army will have to speed up by about a year compared to 
their previous plan. They will need to be sure their GFEBS [Gen-
eral Fund Enterprise Business System] system, it is their ERP, is 
in place. And they are going to have to accelerate some of their 
data-cleaning efforts. Some of the older data that they had hoped 
would just sort of go away with time by 2017 won’t by 2014. 

The Air Force faces the biggest challenge of the military depart-
ments because it was depending on the DEAMS [Defense Enter-
prise Accounting and Management System] system, which they had 
hoped to have there by 2017—is not going to be there in large part 
by 2014. They are going to have to look at workarounds and maybe 
higher sample sizes or other approaches for some of their existing 
systems for a year or two. I don’t mind that, so long as we have 
got a long-term plan to get off that. I don’t want to do that on a 
permanent basis. 

The defense agencies, only 3 of I think 26 defense agencies have 
clean audit opinions. We have got a big job there. They are smaller, 
so each one is not a problem. It is their number that is an issue. 
And I think they are challenging because of their number. 

We have set up a small group in my office to try to help them, 
and we have set aside some money in this forthcoming budget to 
act as seed money to help them move ahead. Ask them to assert 
readiness for what is called appropriations received, their funds 
distribution by next March and audit readiness by 2014. 

We need our service providers like DFAS [Defense Finance and 
Accounting Service] to be ready and our principal staff assistants, 
like me, to work with their defense agencies to make sure that they 
are moving ahead. So that is probably more detail than you want, 
but we are getting there in terms of this plan. 

Mr. CONAWAY. Part of Secretary Panetta’s charge was for the 
Deputy Secretary of Defense to set up a periodic review process on 
this issue so that we keep that sustained leadership emphasis on 
it. Has the Deputy had a chance to put something in place yet? 

Secretary HALE. He has. He will use this Deputy’s Management 
Action Group, which is all the under secretaries, the vice chiefs, the 
principal staff. The under secretaries from OSD [Office of the Sec-
retary of Defense] are all represented on this group. And basically 
what Ash Carter has said to me is, you know, ‘‘Bob, tell me when 
you have something ready for me.’’ 

And so we have a meeting this afternoon that will go over the 
plan for acceleration. And also we are going to use that opportunity 
when we have all the vice chiefs there to say, ‘‘How do we get this 
out in the field? How do I get commanders involved?’’ I think they 
are starting to do that, but I would like their advice. 

And, basically, Dr. Carter has said, ‘‘Come back to me when you 
are ready for another meeting when you have something meaning-
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ful.’’ He didn’t want to schedule it every 2 months, and I think that 
is right. It is my job to tell him when we are ready to go. So yes, 
I think there is a process in place. 

Mr. CONAWAY. Beth, do you want to add to that? 
Ms. MCGRATH. I would just echo Mr. Hale. As was mentioned in 

our written statement, financial auditability remains a priority for 
the Department. We have cascading governance throughout the or-
ganization so that there is an appropriate level of accountability. 
And I think Mrs. Davis asked earlier what was missing or what 
is different. I think that that is a big factor. 

Mr. CONAWAY. Thank you both again for testifying. Let me make 
one comment. We probably ought to modify the ‘‘unauditable’’ 
phrase by saying it is unauditable at rational costs. You could un-
leash enough auditors to redo every transaction, all 140 million 
transactions, and you could get an audit. That is not rational to do 
that. 

So we may want to make sure people understand that 
unauditable means you can’t audit it at a cost to the system that 
makes sense. With those comments, I yield back. 

The CHAIRMAN. Mr. Kissell. 
Mr. KISSELL. Thank you, Mr. Chairman. 
Secretary Hale, good to see you again. I remember when we trav-

eled together before you made a statement. I think it was some-
thing like ‘‘you are not happy until everybody else is unhappy.’’ Is 
that correct? 

Secretary HALE. Yes, that is one of the mottoes of the Comp-
troller. ‘‘We are not happy until you are not happy.’’ 

Mr. KISSELL. Are we making progress towards making you 
happy? 

Secretary HALE. Yes, I think so. I am not quite sure where you 
are going, but I think we have got the Department headed in the 
right direction on this and so I am pleased, but I recognize we have 
got a long way to go. And so I am also humble and I’d really like 
to underpromise and overdeliver for a change. We have been doing 
the opposite for 17 years, overpromising and underdelivering and 
we need to deliver. 

Mr. KISSELL. I do want to follow up more specifically with—you 
talked about sustained leadership as being important to all of this. 
And this may have been discussed earlier and I missed it, but what 
area are you talking about that we need that sustained leadership? 
And how do you see that is working? 

Secretary HALE. Well, it would be very helpful if—I am not pre-
dicting when Secretary Panetta will leave, but whenever he does 
if the next Secretary of Defense shared his commitment to this. It 
is critical that it also be shared by the service secretaries and 
chiefs. They have got a lot of the effort to do by the Comptroller 
and my job, by the DCMO [Deputy Chief Management Officer]. I 
mean frankly most comptrollers are budget junkies. I am too. We 
focus a lot on budgets. We have to, that is part of our job. And it 
can push out everything else because it can be so all consuming. 

You know we need for the person who follows me, whenever that 
happens, to make sure they are still committed to pushing this 
process along toward auditability. So, it is sustained leadership at 



15 

the top, as well as getting our career people involved. But we need 
that sustained leadership has got to come from the top. 

Mr. KISSELL. Thank you, sir. 
Thank you, Mr. Chairman. 
The CHAIRMAN. Mr. Coffman. 
Mr. COFFMAN. Thank you, Mr. Chairman. 
Now, refresh me, what year again is the goal to be able to have 

auditable books for the Department of Defense? 
Secretary HALE. It is audit-ready, which means we are ready to 

actually hire an auditor, going in there by 2017 for everything; 
2014, for what I would say is the highest priority—the statement 
of budgetary resources for general funds. 

Mr. COFFMAN. Now you said this is pretty complicated in that, 
you know, all these different echelons of command were not able 
to match our invoices up with our expenditures. Is that a correct 
statement? 

Secretary HALE. Yes, I mean each one isn’t complicated, pretty 
straightforward. It is. The problem is the numbers and the nature 
of the processes that we have, that don’t make it easy. 

Mr. COFFMAN. You know, let me tell you what isn’t complicated 
and what I think—that unless the culture of the Department of De-
fense changes, then I think it is going to be very difficult to get 
auditable records. Here is, I think, the fundamental problem, and 
that is that commanders don’t feel the responsibility. That in dif-
ferent echelons of command, there are always inspections that 
come down and the commanders are held accountable. 

Even though there is the staff person may have a military occu-
pational specialty, whether a logistician or some other field, 
where—let us say it is an infantry commander, in that instance 
they are held accountable. But in financial management, there is 
not that kind of inspection where the military commanders at the 
respective commands are held accountable. And so I think what we 
need to do is to change the culture of the Department of Defense 
to make military commanders at every echelon of command, vested 
in financial management. 

So, somewhere in professional military education there is going 
to have to be some aspect to where they have knowledge of this; 
to where they are accountable. To where if they have folks that 
aren’t keeping track, that aren’t able to pass an inspection, that 
they don’t think are going to be able to pass inspection, prior to 
that, relieving them and getting competent people in there. Until 
we change the culture in the Department of Defense and have mili-
tary commanders at every echelon vested in financial management, 
I believe this problem is going to continue. 

And I would love your—both of you—I would like your response 
to that? 

Secretary HALE. I agree with you fully. We recognize, I said ear-
lier we have got to get this out of the comptroller community and 
into the commander’s community. The Comptroller should still be 
the source of information. What I would like to see is every com-
mander say, ‘‘All right, I have got a senior staff meeting—’’ 

Mr. COFFMAN. Absolutely. 
Secretary HALE. You know, ‘‘What is the problem here?’’ And, 

‘‘Comptroller, what have I got to do?’’ 
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Mr. COFFMAN. Right. 
Secretary HALE. And then it is their job to say, ‘‘Okay, you know, 

we have got to fix the internal controls,’’ which is the main thing 
they have got to do. We need to support the installation of these 
systems. And other steps that they will need to take. We are mov-
ing in the right direction. The fact that we have had several meet-
ings now—it is not the first time that we have had a meeting with 
the vice chiefs, so I think we are moving in the right direction. I 
also don’t think we are there yet. I think if you randomly pick com-
manders at bases and installations, they might have heard of it be-
cause of Secretary Panetta’s statement, but I don’t yet feel that 
widely they would feel responsible. 

We have got to get there and that is one of the things I am going 
to ask this afternoon of our vice chiefs, how do I help do that? Or, 
how do you help me do that? I know they are out there talking 
about it because we are getting some feedback. Mr. Conaway had 
to leave but he has had some personal contacts at a base where the 
commander mentioned this. So, we are moving in the right direc-
tion, but we are not there yet. And I recognize that is a key thing 
that has to happen. 

Ms. MCGRATH. I would just echo Mr. Hale. On the civilian side, 
we have taken steps to put the auditability goal on the civilian 
side. We don’t have the same mechanism on the military side, al-
though we are, I will say educating and teaching of professional 
military comptrollers. Again within the military comptroller com-
munity, the goal is to get it outside and more broadly aware and 
share the accountability across the military departments. That is 
why I said we are approaching this at every angle we possibly can 
through the systems implementation, IT rationalization. If we take 
away the legacy environment, that will enable stronger controls, 
because we will create a more integrated environment. 

I think through all of these means and mechanisms, we can help 
change the culture. But I think it will take all of them along with 
the sustained leadership that Mr. Hale and others here have men-
tioned. 

Mr. COFFMAN. And I can tell you, having served in both the 
Army and the Marine Corps, if the Secretary of Defense said today 
that military commanders at every level will be accountable to the 
financial management of their organizations, I think that this situ-
ation would change almost overnight where you would have mili-
tary commanders all of the sudden studying to understand the fi-
nancials of their organization in terms of, as was mentioned here 
today—tracking the money spent with the invoices paid. 

Ms. MCGRATH. And that is in the intent with the more detailed 
FIAR report. It starts at high level auditability goals and cascades 
down to the military departments and then has to get down to the 
command level. For the department to achieve its auditability 
goals, it has to get down to the command level. 

Mr. COFFMAN. Okay. Well, let me just say we have not taken 
that step and I will encourage the Secretary of Defense to do so. 
Mr. Chairman, I yield back. 

Mr. BARTLETT. [Presiding.] Thank you. 
Mr. Critz. 
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Mr. CRITZ. Thank you Mr. Chairman. Just so I understand be-
cause I have been one of those folks who have been pushing as well 
for auditable reports and in an earlier statement you said that your 
financial statements at this point are really accurate, that you felt 
very strongly about the information that is there, it is just not to 
the level to auditable. And of course my concern was that to get 
to auditable, helps you know what you have and in cases like when 
Congress doesn’t pass a budget and you have to go to a continuing 
resolution, helps in your planning. 

But from the statement you made earlier, maybe my thought was 
not as accurate as I thought it was and so I am asking, getting to 
the level of an auditable report accomplishes what? 

Secretary HALE. Well I will reiterate what I said, I think the in-
formation we are going to supply you in a couple of weeks in the 
budget is accurate and I won’t go through that answer again. But 
it is because of the absence of major problems. But you get several 
advantages from auditable state. First, it is the law. And I take 
that seriously and I know you do. Second, we will improve our 
business practices in ways that may make us better able to use re-
sources. 

Right now out of those 140 million transactions, as some get lost 
to us; and the money does not get obligated and expires and we 
can’t make use of it. So, it will help us make better use of re-
sources. But I would come back and we need better business prac-
tices to make sure that what I said is true, that things are accu-
rate. But I will come back to the fundamental point. The reason we 
need to do this, is to reassure the American public, we are good 
stewards of the funds and Congress that we are good stewards of 
their funds. 

And that is valuable in and of itself. And I think the single big-
gest thing that we will get out of auditable statements in my view. 

Mr. CRITZ. Okay. And I look at it as a business model. And that 
is what I was trying to discern. Are we going to spend $100 million 
to save $50 million—is sort of, you know—that is where I am try-
ing to get to—is that, you know, what are the personnel costs going 
to be to get to an auditable report? What is the time consumption 
and the—really you talk about from the Secretary on down—the 
dedication that has to be to this effort. 

So, you know I believe wholeheartedly that we need these 
auditable reports because you should be able to come to Congress 
and the American people and say where you are spending the 
money and what you spent on it. But also from a planning stand-
point, I thought it would be helpful, but especially when you have 
a C.R., where now you are starting to juggle things. And maybe I 
misinterpreted that. And I am happy to hear that you are very ac-
curate. 

Secretary HALE. I think we could manage if we had to, without 
it. We are managing and we did do it for 6 months. It had problems 
quite apart from our lack of knowledge of where the dollars were. 
But that doesn’t take away, in my view, from the importance of 
getting this done—— 

Mr. CRITZ. Right. 
Secretary HALE [continuing]. In order again, to reassure the pub-

lic. 
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Ms. MCGRATH. But if I could add, I think it affords you the op-
portunity in a more real-time manner to have the information. You 
have heard a lot about the processes and the internal controls. 
Those are things that we work through to get to the accuracy of 
the data. With a more sound controlled business environment, you 
actually then have an integrated capability to, in a more real-time 
fashion, get at the information that you are seeking. And so I do 
think that there is the real-time aspect that may or may not have 
a dollar value but affords the opportunity for that planning that 
you are talking about. 

Mr. CRITZ. Good. Good. 
From a personnel standpoint, what is the plan to either ramp up, 

redefine, or re-educate people so that we are getting to this point? 
And I heard you tell the chairman that you have the finances you 
need to implement this plan. So, could you just go through what 
is going to be happening at the civilian side? What might be hap-
pening on the uniform side to make this happen? 

Secretary HALE. Well, in the financial community, I think we 
need a course-based certification program analogous to the Defense 
Acquisition Workforce Improvement Act. What it allows us to do— 
we have got a lot of training, but what we don’t have is a frame-
work that allows senior leaders to say, ‘‘Okay; on a certain job you 
need to have three or four courses and one of them on audit readi-
ness.’’ And that is not the only area where we need a better frame-
work, but that framework will allow us to require that training. 

You gave us the legal authority to impose that framework and 
we are moving to do that. In that process, audit readiness is a high 
priority for us. We are going to develop a short-course base—or an 
online course—that indicates the importance of audit readiness. 
And at more senior levels, will require more accounting knowledge 
so that people understand better the accounting system and what 
has to be done to be audit-ready. 

So I think we are moving in the right direction in the financial 
community, both the military and civilian. This will apply equally 
to military and civilian. In the nonfinancial communities, they gen-
erally probably have the expertise. We need their attention and we 
are trying to get that. And it may be that we want to provide 
maybe one of these online courses for an hour on why audit is im-
portant. I think I need to think about whether that would be a 
good idea. And perhaps provide that to people who would be most 
involved. 

So, training is an important part of this, and I think we are mov-
ing in the right direction. 

Mr. BARTLETT. Thank you. 
Mr. West. 
Mr. WEST. Thank you, Mr. Chairman and Mr. Ranking Member, 

and thanks for the panel members being here. I want to dovetail 
off what Mr. Coffman kind of asked because it does cause me some 
concern. I spent a couple of days in the military myself and I un-
derstand at the lowest level if you have, you know, fiscal responsi-
bility it should translate up to the highest levels. You know, at the 
age of 27, I had an artillery battery that was multimillion dollars. 
I am not a CPA, I am not an accountant. But we had systems in 
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place—monthly 10 percent inventories; weekly, monthly and quar-
terly budget reconciliations. 

So at the end of 20 months, the command—I will never forget 
this, it was $9.35 budget—hose for a hemi truck. And that was the 
only thing that was missing. And you know, I thought I would have 
to write a check for that. But the commander kind of laughed that 
off. But even as a battalion X.O. [executive officer], you know, I 
continued on to, you know, supervise commanders and make sure 
we had that reconciliation process as a battalion commander as 
well. Listening to what Mr. Coffman was talking about, you know, 
that was part of your evaluation as a commander on the green- 
suiter side. 

And that went all the way up to division commanders, as well 
as corps commanders. Are we not enforcing a system of property 
management, fiscal responsibility, for our commanders? Because in 
my day as a young captain, you could get relieved if you are, you 
know, not fiscally responsible. So, is that still in place in the mili-
tary, or has something changed where they are not doing regular 
inventories, reconciliations? That was part of the monthly USR 
[Unit Status Report] report that went up to division commanders. 

Secretary HALE. I believe those are still in place, Mr. West, and 
I don’t want to leave you with the impression that there is wide-
spread fiscal irresponsibility in the Department of Defense. But fi-
nancial statements audits require certain kinds of information be 
quickly available. As I mentioned, we have got 140 million trans-
actions a year. For each one of those, I need an invoice; I need a 
contract; I need a receiving report. We can’t produce that informa-
tion that quickly. 

And I agree with your suggestion and Mr. Coffman that changing 
that has to be part of the commander responsibility. We are going 
to have to add that to the list of things. But I think we are still 
out there checking for the stuff that we own. 

I will say on property accountability, one of the problems we 
have seen, because that is one of the high priority areas, counts 
and locations of our assets, I think we know what we have got gen-
erally. We don’t always get it into the system of record. And so the 
auditor goes out there and they look at our system, I mean they 
have got an excel spreadsheet over there and they know what 
they’ve got. But they look at the system of record and it is not 
there. And so we have got to get commanders to say, hey, you 
know, cuff records are okay, but you have got to get it into the sys-
tem of record. 

Mr. WEST. Could we institute, like I talked about, the weekly 
reconciliations or the 10-percent inventories? Is there some kind of 
means that we can come up with a 5- to 10-percent monthly rec-
onciliation process so at least we can look and say, you know, ‘‘I 
am going to look at this percent of your invoices. Not everything 
within a month, but this percent,’’ so at least we get this sense of 
urgency and a sense of recordkeeping and accountability? Because 
for me, I knew that if the boss above me asked that question and 
I did not have that signed off 10-percent inventory reconciliation, 
that is my job and I am gone. 

Can we input something like that or in place something like 
that? 
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Secretary HALE. Yes. You don’t wait until the end of the year. 
When you are doing this successfully, you are checking as you go 
along. 

Mr. WEST. Yes. 
Secretary HALE. A quarterly basis, perhaps. And if you are actu-

ally under audit, then the auditors are pulling a statistical sample 
and they are going out to the bases and saying, ‘‘Okay; show me 
that information on a, perhaps, quarterly basis.’’ So as we get to 
the audit, yes, we will do just that. 

Ms. MCGRATH. Sir, if I could add to echo Mr. Hale, though, those 
things are still certainly required within the Department. From an 
auditability perspective, we are looking at ensuring that we have 
established this referential integrity so you know what the, if you 
will, the paper trail is with strong internal controls and docu-
mented processes. Those are the areas that I think do need the 
commander’s attention so that we document those processes—not 
that it is not being done. It perhaps could be documented more de-
liberately so that an auditor could see exactly what processes and 
internal controls we had in place. 

Mr. WEST. Okay, well I tell you if you get a chance to go over 
to talk to General Gordon Sullivan, who used to be the Chief of 
Staff of the Army, that was my division commander, First Infantry 
Division, and he would embarrass you at the monthly USR if he 
looked at the numbers of your expenditures and you could not tell 
the story of what you were doing, as far as within your brigade, 
with the money you are spending. So, he can probably give you 
some good lessons learned. 

Thank you very much, I yield back, Mr. Chair. 
Mr. BARTLETT. Thank you. 
Ms. Hanabusa. 
Ms. HANABUSA. Thank you, Mr. Chair. 
And thank you both for being here. 
In reading the panel’s report, and I believe Ms. McGrath has 

mentioned this term about three times in listening to her testi-
mony, I would like an explanation of the concept of legacy systems? 

Ms. MCGRATH. Concept of legacy systems? 
Ms. HANABUSA. And it is throughout the report, as you know—— 
Ms. MCGRATH. Yes. 
Ms. HANABUSA [continuing]. Justification for the ERPs because 

we replace so many legacy systems. So what are these legacy sys-
tems that we are replacing? 

Ms. MCGRATH. There are thousands of legacy systems within the 
Department of Defense that perform numerous functions. They 
were not designed to be an integrated suite of capabilities. Many 
times there were local decisions made that enable local capability. 
And a commander had a need-to continue the example, if the com-
mander had a need to perform a business function, he or she had 
the ability to, you know, procure a solution, an I.T. solution, to help 
solve a local problem. 

The enterprise resource planning capabilities are integrated in 
an off-the-shelf integrated suite of capabilities, so it has financial 
and logistics and personnel modules within the box, if you will so 
that you can take a more integrated, holistic approach to your busi-
ness environment. Most of the military departments in some way, 
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shape or form are procuring or pursuing an ERP for their future 
state business environment. In order to successfully do that, you 
must also retire and eliminate the legacy environment. 

And there are many challenges associated with that. One is the 
change of management that we have talked about, taking people off 
the old and onto the new. Another big factor is the data. How are 
you going to move the data from the past to the present? And what 
is the best strategy to do that? Because also with the legacy envi-
ronment, it allows you great flexibility to define the data as you 
needed to define it very locally. It did not take a corporate perspec-
tive. 

And so there is a lot of, say, opportunities and implementation 
of the ERPs. But really to successfully implement those, you must 
also rationalize the legacy I.T. environment. 

Ms. HANABUSA. And am I correct in saying that the legacy sys-
tems are probably one of your greatest barriers in terms of doing 
the audits? 

Ms. MCGRATH. Yes. 
Ms. HANABUSA. Now, like for example, Mr. Hale talked about the 

DEAMS system within the Air Force and there is a statement in 
here, and I don’t know if you agree with it or not, but this is from 
the panel’s report that they believe that the DEAMS system will 
support $335 million in annual savings after it has been fully de-
ployed by providing real-time visibility into costs and allowing 
timely reallocation of dollars. And it is like for fiscal year 2017 
through fiscal year 2021, they are able to reduce unliquidated obli-
gation and accounts receivable by $1.67 billion. 

So you can imagine as we are looking at the cutting, then when 
we see or I read something like this, I am very curious as to, one, 
whether you agree with these figures and how would, for example, 
the Air Force— because you mentioned DEAMS, Mr. Hale—expect 
to support $335 million in annual savings? 

Secretary HALE. Well it would be realized in their operation and 
maintenance budgets when it occurs. I think we will see some sav-
ings. We have got some; the Navy ERP has been around for a while 
now. I wouldn’t say the savings are massive. When you talk to peo-
ple, they are more excited about the better information and more 
timely information that they can get then they are about the num-
ber of people that they have been able to eliminate, which is one 
of the ways you save money. But I am willing to believe we will 
see some savings, but it is not the only reason we need these sys-
tems. 

Ms. HANABUSA. And in looking at the chart that was an appendix 
to the report, the ERP system is actually identified as a different 
system in almost each of the divisions, like Army has the General 
Fund Enterprise Business System, Air Force has the DEAMS sys-
tem, Navy has a Navy Enterprise Resource Planning system. So I 
am just curious, do you believe that in the future we are going to 
have a problem we may reduce the legacy to these different ERPs? 
But then are the ERPs then going to become a problem for us? 

Ms. MCGRATH. So if—— 
Secretary HALE. Go ahead. 
Ms. MCGRATH [continuing]. Mr. Hale doesn’t mind? 
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Excuse me. The military departments having three—and those 
are predominantly the financial systems that you identified—the 
importance of the Department’s ability, or an enabler for the De-
partment to aggregate the information from those ERPs is the uti-
lization of a standard. The standard financial information structure 
is a standard that has been defined and is being implemented with-
in each of those ERPs. 

So at the end of the day, we can aggregate the data from those 
different systems, using the standards that have been defined. If 
we did not have those same standards embedded in each of those 
solutions, then we would not be able to aggregate the data. 

Ms. HANABUSA. So they would be speaking the same language for 
a layman? 

Ms. MCGRATH. Exactly. 
Ms. HANABUSA. Thank you very much. 
Thank you, Mr. Chair. 
Mr. BARTLETT. Thank you. 
Our inauditability is interpreted by many of our constituents as 

opportunities for wholesale theft. If you can’t audit the books how 
do you know that millions and maybe billions of money is not just 
being stolen? How can you assure our constituents that that is not 
now happening? 

Secretary HALE. You sound like my wife, Mr. Chairman—same 
question she asked me. 

First off, financial statement audits aren’t really designed to find 
fraud. They take a very small sample. They are designed to deter-
mine whether the statements are materially correct. We have a lot 
of other procedures to try to eliminate fraud. The main one is two- 
person control over money. That is fundamental to everything we 
do. 

You are not supposed to be disbursing or otherwise handling fi-
nances on your own. A second person needs to be involved so that 
the only way fraud can occur is collusion. I won’t say it is perfect, 
but I don’t think we have wholesale fraud. That is the main reason. 

Then there are various checks. We have thousands of auditors 
who are looking over our shoulders. And one of their jobs certainly 
is to look for fraud and to try to see if there are any systematic 
problems. Maybe we aren’t doing two-person control at some areas 
where we should be, so that we can correct that and minimize it. 

So there is a number of ways we try to prevent fraud. I wouldn’t 
say that financial statement audits are primarily designed to detect 
fraud. 

Mr. BARTLETT. Thank you for your testimony. Thank you for 
your work in a very difficult area. 

Our committee stands in adjournment. 
[Whereupon, at 11:38 a.m., the committee was adjourned.] 
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January 24, 2012 

I’d like to welcome everyone to today’s hearing on ‘‘Department 
of Defense Perspectives on Financial Improvement and Audit Read-
iness Efforts.’’ We just heard from Representative Mike Conaway 
and Representative Rob Andrews, the Chairman and Ranking 
Member of our Defense Financial Management and Auditability 
Reform Panel, who briefed the Committee on the panel’s findings 
and recommendations, contained in the panel’s final report. They 
are our subject matter experts, so I will not restate what they just 
said. 

We are very fortunate to have our briefing be followed by today’s 
hearing, so that the committee might also receive the Department’s 
perspectives on the report and its ongoing financial management 
reform efforts. I would like to thank the Department’s witnesses 
that are here today, as well as those who have testified in previous 
panel hearings. The Department’s willingness to make time to tes-
tify in the many early morning hearings conducted by the panel is 
a testament to its commitment to achieving financial management 
reform. 

With that said, as pointed out in the panel’s report, there is 
much work to be done for DOD to reach its financial improvement 
and audit readiness goals. But, with the billions of dollars in budg-
et cuts facing the Department and the need to have reliable infor-
mation in order to make the tough decisions, DOD must take the 
necessary actions to overcome the challenges it faces. The com-
mittee stands ready to support DOD in this effort, and is interested 
in receiving feedback on the panel’s work to assist us in our over-
sight of this very important effort. We have with us today: 

• The Honorable Robert F. Hale, Under Secretary of Defense 
(Comptroller) 

• The Honorable Elizabeth A. McGrath, Deputy Chief Manage-
ment Officer, U.S. Department of Defense 

Let me conclude by saying two more things. Given the change in 
defense strategy recently announced by the President and the sig-
nificant budget cuts the Department has to implement, starting 
this year, all of us are anxious to learn more about the specific 
changes contained in the fiscal year 2013 budget request. We will 
have that opportunity next month, but although we are joined 
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today by Secretary Hale, I recognize that he is not at liberty to dis-
cuss these issues in advance of the President’s release of the budg-
et. Thank you again for joining us, nevertheless. 

Lastly, following what must have been a difficult decision to re-
sign from office, I want to wish our colleague, Representative 
Gabrielle Giffords, our very best in her recovery and make sure she 
knows that she will be missed. Gabby was a leader on the Armed 
Services Committee and a tireless advocate for our men and 
women in uniform. I know leaving public service and the constitu-
ents she worked so hard for cannot have been an easy decision. She 
will continue to be in our thoughts and prayers as we begin our 
work this year. 
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RESPONSE TO QUESTION SUBMITTED BY MR. BARTLETT 

Secretary HALE. Please see the attached document below. [See page 11.] 
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QUESTIONS SUBMITTED BY MR. LANGEVIN 

Mr. LANGEVIN. Secretary Hale, thank you for appearing before us today. I want 
to ask you about a personal concern of mine that I have been following since I was 
a new member on the House Intelligence Committee. Anyone who has worked with 
programs that are classified as Special Access, or SAPs as they are known, soon 
learns that due to their highly classified nature, there is little opportunity for the 
normal budgetary oversight process to be applied with serious rigor. How does the 
Department conduct budgetary oversight of highly classified programs and what will 
you do to ensure that they do not become black holes on the balance sheets as you 
move the Department towards auditability? 

Secretary HALE. The intelligence committees have been big advocates for financial 
auditability for the very reason that you have highlighted. All of the military de-
partments have included special access programs, that will have to be addressed 
using financial auditors with the appropriate access and clearance, in their plans 
for full auditability. The same thing applies to our Defense Agencies in this commu-
nity. In this regard, we work very closely with the Office of the Director of National 
Intelligence (ODNI) to make sure these programs meet the same financial reporting 
and audit readiness requirements as unclassified programs. In fact, ODNI is helping 
to support timelines that will allow each of these agencies to assert financial audit 
readiness for all of their statements by FY 2014. 

Mr. LANGEVIN. Secretary Hale, according to the May 2010 Financial Improvement 
and Audit Readiness Plan Status Report, the Air Force noted that its Statement of 
Budgetary Resources audit readiness will be dependent on the deployment of sev-
eral enterprise resource planning systems. The Defense Enterprise Accounting and 
Management System (DEAMS) ERP is not scheduled to be fully deployed until the 
4th Quarter of FY2016, and no deployment date was provided for the Expeditionary 
Combat Support System (ECSS). Can you explain how the Air Force plans to 
achieve the Secretary of Defense’s October 31st directive to advance the SBR audit 
readiness date to 2014? 

Secretary HALE. The earlier plan reflected a built-in dependency on the future 
system that is no longer relevant to the new timeline. These system modernization 
initiatives are still important to our long-term business process improvements as 
well as cost-effective sustainability of audit readiness. The Air Force has adjusted 
their plan to address processes and controls as well as improving interfaces between 
its current systems. Improving controls and interfaces around the systems will be 
an investment that aids the implementation of the future systems and improves the 
likelihood of successful system implementation. 

They will also consider cost-effective upgrades to existing systems to meet the new 
timeline. An example of this would be improving the ledger posting logic. 

Mr. LANGEVIN. Secretary McGrath, I also thank you for appearing before us 
today. As the Department’s Deputy Chief Management Officer, what actions have 
you taken or do you plan to take in order to avoid ERP schedule delays and cost 
increases of the past? Given the current fiscal constraints, these are liabilities that 
can no longer be accepted. Additionally, what mechanisms do you have in place or 
actions have you taken to ensure these ERP systems will be implemented with the 
capabilities needed to ultimately enable the DOD to achieve audit readiness by 
2014? 

Ms. MCGRATH. As DCMO, I have personally taken a number of actions to improve 
the acquisition of our ERP systems. For example, I have been a champion within 
the Department for the development and use of the Business Capability Lifecycle 
(BCL), which is an alternative and improved acquisition process for defense busi-
ness systems. BCL is tailored to the unique characteristics of IT acquisitions—espe-
cially Commercial-Off-the-Shelf systems such as ERPs—and provides a more flexible 
and streamlined process to rapidly deliver capability to the users and reduce unnec-
essary documentation requirements. BCL is showing positive results on a number 
of programs and a number of other major programs are in the process of 
transitioning to the use of BCL as they enter the acquisition process or begin work 
on their next increment of capability. Additionally, as Milestone Decision Authority 
for a number of these ERP programs, I am conducting rigorous acquisition oversight 
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to ensure that these programs are positioned for success, including ensuring that 
they have appropriate metrics in place to better hold them accountable for perform-
ance. Through this oversight, I am closely watching their cost and schedule param-
eters and more closely tying business and financial management outcomes with ac-
quisition milestone decisions to ensure that they deliver the results that we need 
from a business perspective. 

With regard to the mechanisms in place to ensure that each of the ERP systems 
are implemented with sufficient audit capabilities, in addition to the linkage of fi-
nancial management outcomes with acquisition decisions discussed above, each of 
the system acquisition programs has included the requirements of the Federal Fi-
nancial Management Improvement Act in the system requirements. The testing of 
these requirements is part of the system acceptance process. Additionally, my office 
has begun an independent assessment of every ERP and business system that needs 
to be compliant with Standard Financial Information Structure (SFIS) and United 
States Standard General Ledger (USSGL) requirements. These reviews look at the 
underlying system’s SFIS configuration, its USSGL posting logic, its ability to inter-
face using SFIS, and its financial reporting capability. These tests give us con-
fidence that the software is largely audit-ready. 

However, the new systems cannot achieve audit readiness on their own. They 
must be well integrated with many other systems to create a well controlled end- 
to-end business process. Many elements of the larger business environment, includ-
ing processes and controls, must also be changed to allow us to meet financial audit 
standards. 

QUESTIONS SUBMITTED BY MR. SCHILLING 

Mr. SCHILLING. In your testimony, you both indicated that you received input 
from multiple sources on DOD’s audit issues. You also noted the work you are doing 
on workforce competency, and you mentioned the need to change training to match 
the new business environment. 

• How extensively have you worked with the business community to bring in 
a different perspective towards addressing DOD’s auditability and the overall 
DOD professional financial management workforce? 

• How have you worked with the private sector on the long-term goal of estab-
lishing a course-based certification program? 

• Is the private sector working with you on the pilot programs you mentioned 
in your testimony? 

Secretary HALE. We rely heavily on the expertise of public accounting firms, who 
are experienced in financial audits, to incorporate best practices from public and pri-
vate sectors. In addition, we are using examination engagements, which are an inte-
gral part of our audit readiness methodology, to get DOD personnel experience with 
the requirements for audit. These examinations are essentially small-scale audits of 
single business processes. The public accounting firms performing these engage-
ments employ the same procedures used in audit, but on a smaller scope and scale. 
These ‘‘mock-audits’’ provide our employees with experience that cannot be taught. 

In support of the DOD Financial Management (FM) Certification Program and 
professional development of the financial management workforce, we sought out ad-
vice and assistance from members of the DOD Audit Advisory Committee (DAAC), 
who are distinguished representatives of the private sector audit, accounting, and 
financial communities. When briefed on the initial design of the DOD FM Certifi-
cation Program, the committee members applauded the Department’s efforts with 
the Certification Program and noted that this is exactly what is needed. 

We also sought out lessons learned and best practices from various Big 4 account-
ing firms and a small Certified Public Accountant (CPA) firm, all with experience 
in accounting and auditing practices, and several financial management professional 
associations, to obtain information on competencies, knowledge, skills, and abilities 
aligned with audit readiness and financial management practices. Additionally, we 
researched and reviewed knowledge level and education requirements as well as 
learning objectives associated with accredited test-based certification programs. 

We will continue to involve the representatives from the private sector as re-
sources for the pilot and implementation of the DOD FM Certification Program. 
Their support is critical to ensuring the certification program benefits and long-term 
goals are achieved and the Department of Defense benefits by the increased capa-
bility of the workforce. 
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Mr. SCHILLING. You mentioned that the DOD has taken into account recent audits 
and examinations, specifically by the Marine Corps’ audit of its Statement of Budg-
etary Resources. Further, you point to some of the lessons learned from these 
reviews. 

• Can you elaborate on some of the most substantial and important lessons 
learned? 

• How should the other components and branches implement these lessons? 
Secretary HALE. We are continuing to learn not only from the U.S. Marine Corps 

(USMC) audit, but also from recent assertions and the clean opinion on the Defense 
Information Systems Agency Working Capital Fund financial statement audit. Some 
of the key lessons learned include the importance of being able to provide a full uni-
verse of transactions to support balances, periodically reviewing and revising esti-
mates, and performing reconciliations on a regular basis and not only during an 
audit. Recent efforts continue to demonstrate improvement in both understanding 
and application in these areas. In addition, the Defense Finance and Accounting 
Service has enhanced electronic document retention, management, and retrieval ca-
pability. This capability has proven effective in the current USMC Statement of 
Budgetary Resources audit and is available to support future audits across DOD. 

We are sharing the lessons learned from these experiences and transferring this 
knowledge to both support the current plan and provide a better sense of remedial 
actions required. To implement the lessons, Components must change current busi-
ness processes where they have the same weakness. We continue to work closely 
with all Components, including Service Providers, in applying these lessons learned 
as we continue to make progress. 

Mr. SCHILLING. In your testimony, you both indicated that you received input 
from multiple sources on DOD’s audit issues. You also noted the work you are doing 
on workforce competency, and you mentioned the need to change training to match 
the new business environment. 

• How extensively have you worked with the business community to bring in 
a different perspective towards addressing DOD’s auditability and the overall 
DOD professional financial management workforce? 

• How have you worked with the private sector on the long-term goal of estab-
lishing a course-based certification program? 

• Is the private sector working with you on the pilot programs you mentioned 
in your testimony? 

Ms. MCGRATH. We leverage the expertise of public accounting firms, experienced 
in financial audits, to incorporate best practices from the public and private sectors. 
In addition, we have incorporated examination engagements as an integral part of 
our audit readiness methodology, to provide DOD personnel applied experience with 
the requirements for audit. These examinations employ the same procedures used 
in audit, but on a smaller scope and scale. 

Additionally, the DOD Financial Management (FM) Certification Program and 
professional development initiatives take advantage of the extensive audit experi-
ence of the members of the DOD Audit Advisory Committee (DAAC), who are distin-
guished representatives of the private sector audit, accounting, and financial 
communities. 

The Department also sought out lessons learned and best practices from various 
Big 4 accounting firms and a small Certified Public Accountant (CPA) firm, all with 
experience in accounting and auditing practices, and several financial management 
professional associations, to obtain information on competencies, knowledge, skills, 
and abilities aligned with audit readiness and financial management practices. Ad-
ditionally, the Comptroller’s staff researched and reviewed knowledge level and edu-
cation requirements, as well as learning objectives associated with accredited test- 
based certification programs. 

The Department will continue to involve the representatives from the private sec-
tor as resources for the pilot and implementation of the DOD FM Certification Pro-
gram. Their support is critical to ensuring the certification program benefits and 
long-term goals are achieved and the Department of Defense benefits by the in-
creased capability of the workforce. 

Mr. SCHILLING. You mentioned that the DOD has taken into account recent audits 
and examinations, specifically by the Marine Corps’ audit of its Statement of Budg-
etary Resources. Further, you point to some of the lessons learned from these 
reviews. 

• Can you elaborate on some of the most substantial and important lessons 
learned? 

• How should the other components and branches implement these lessons? 
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Ms. MCGRATH. We are continuing to learn not only from the USMC audit, but 
also from recent assertions and the clean opinion on the DISA Working Capital 
Fund financial statement audit. Some of the key lessons learned include the impor-
tance of being able to provide a full universe of transactions to support balances, 
periodically reviewing and revising estimates, and performing reconciliations on a 
regular basis and not only during an audit. Recent efforts continue to demonstrate 
improvement in both understanding and application in these areas. In addition, 
DFAS has enhanced electronic document retention, management and retrieval capa-
bility. This capability has proven effective in the current USMC SBR audit and is 
available to support future audits across DOD. 

We leverage our governance structures and communications mechanisms to share 
the lessons learned from these experiences and transfer this knowledge to both sup-
port the current plan and provide a better sense of remedial actions required. To 
implement the lessons, Components must change current business processes where 
they have the same weakness. We continue to work closely with all Components, 
including Service Providers, in applying these lessons learned as we continue to 
make progress. 

Æ 
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